Abstract The central proposition advanced in this paper is that differences in the structure of housing systems, and specifically the differences between dynamic and static housing systems, are crucial to an explanation of the varying impacts between countries of the international financial crisis. The proposition is illustrated with reference to Ireland, England, the Netherlands, Belgium and Germany. The impacts on housing markets and housing policies are considered and it is shown that these are more significant in dynamic than in static systems. It is argued that whilst the classification of housing systems as dynamic and static adds an important new explanation for the varying impacts of the crisis, this is most usefully viewed as a complementary, rather than an alternative, perspective to other sets of explanations.
represented by the responses of government to the crisis. The policy responses that were aimed at finance systems can be distinguished from the responses that were specific to housing markets. Of the two sets of policy responses, this paper is primarily concerned with the housing policy responses. It is clear that both the housing market and housing policy responses varied considerably between countries, and this paper seeks to explain why. The central proposition advanced is that differences in the structure of housing systems and specifically the differences between dynamic and static housing systems are crucial to an explanation of the varying impacts. The proposition is illustrated with reference to Ireland, England, 1 the Netherlands, Belgium 2 and Germany. The German and Belgian housing systems are seen to be examples of static systems whilst the English, Irish and Dutch systems are dynamic. It will be shown that without crisis-related interventions each of the two types of systems has 'built-in' stabilising factors but these factors are stronger in static than in dynamic systems.
In the next section the nature of the external shock is defined. The subsequent sections then provide information on the impacts of the shock in the different countries. This is followed by considerations of explanations for varying impacts from the points of view of macroeconomic theory and housing systems analysis. The distinction between dynamic and static systems is then set out and applied to the five countries. The conclusions show that the classification of housing systems as dynamic and static adds an important new explanation to the varying impacts of the international crisis. This is most usefully viewed as a complementary, rather than an alternative, perspective to the sets of explanations that arise from theories embedded in macroeconomics and the economics of housing markets.
The crisis
At the beginning of 2007 the Mortgage Bankers Association reported increasing default of American homeowners (MBA 2007) . As many over-indebted US households have variable-rate mortgages, a series of (minor) interest rate increases in 2006 rapidly led to default for many homebuyers. Indeed, mortgage lending can be very risky in the USA as a number of states have anti-deficiency laws (whereby on foreclosure the homeowner is not responsible for any deficit between the sale price and the outstanding mortgage). In the case of house price declines, this can result in substantial losses for banks. The initial fall in banking asset values is typically ascribed to the fact that several institutions, initially in the US but ultimately world-wide, were holding mortgage backed securities that were high risk and low value given the state of the American housing market and the degree of subprime lending. The uncertainty about further losses on these assets resulted in lack of confidence between banks and subsequently a 'credit crunch'. The global financial crisis amounted to a world-wide fall in the value of banks' assets, a consequent international reduction in inter-bank lending and a wider reduction in the availability of credit coupled with a loss of confidence in financial markets. The collapse of some financial institutions, a reduction in world trade and falls in economic output followed.
Direct effects on mortgage markets are obvious in the USA and the UK where credit standards were tightened (Federal Reserve 2008; CML 2008) and resulted in a strong reduction in subprime mortgage loans. In continental Europe there is no proof for a large subprime segment, although in recent years atypical contracts and high loan to values have been offered on European mortgage markets . Another direct impact of the credit crunch was the wipe-out of the equity release mortgage market (Brunnermeier 2009 ). Statistics show clear evidence of massive equity release by American and British households before the financial crisis (see Bank of England 2010; Freddie Mac 2010) . This would also apply to some other European countries. However, not all European countries allow equity release products ). On European markets, the subprime segment is very small, but tightening credit standards on the prime market led to refusals of specific groups like first-time buyers. Trading-up on the housing market can stagnate as soon as house prices level off. This is attributed to the general ''wait and see environment'' (see for instance CML 2008), whereas the availability of credit on the large prime European mortgage markets should not be held responsible for all declines in the demand for housing.
The impact of the crisis (a) macroeconomic and housing market responses
In the second half of 2008, the US credit crisis began to trigger a global crisis in the financial system that also spread to the real economy. In order to assess the impact of the financial crisis on the housing market, it is necessary to understand the degree to which the real economy has been affected. It should also be noted that effects on the housing market and in particular on the housing construction market will continue to be felt for a long time. It is therefore currently only possible to assess the interim situation. Table 1 includes a range of economic indicators for the various countries included in the study. All five countries experienced a downturn in 2009 and, on balance, in the period 2008-2010 (according to forecasts). This downturn was by far the most significant in Ireland and the least in Belgium. In terms of unemployment, Ireland was also clearly the worst hit. Unemployment has also seen a strong increase in the UK since 2007, while in the Netherlands and Germany unemployment actually fell on balance in the period 2007 to mid-2009. The Netherlands clearly had the lowest unemployment levels. The mortgage interest rates were lowest in Ireland and highest in the Netherlands and Belgium.
As far as the impact of the economic crisis on the owner-occupied housing markets in the five countries is concerned, the drop in prices and number of sales in both existing housing stocks and new-build have been the greatest in Ireland, followed by the UK. Unfortunately, a number of indicators of recent trends in the owner-occupied housing market are unavailable for Germany and Belgium. For new-build dwellings in the owneroccupied sector, this is because of the large proportion of private individuals commissioning their own homes in these countries which means that there are no sales or sales prices for much of the new construction in the owner-occupied sector. Of the three continental markets, it appears that the market for new-build dwellings in the Netherlands has been badly hit and the market for existing owner-occupied dwellings in Germany has seen the most significant fall in price. The latter is partly a consequence of the large number of excess properties available in the housing market in Germany. The Belgian owner-occupied housing market appears to have been the least affected by the economic crisis.
Germany gives a striking example of the (as long as it lasts) immunity of the owneroccupied housing market for the crisis. House prices were already under pressure due to demographic change, while other housing market indicators show strong stability. This stability is even more pronounced in Belgium where house prices and sales of dwellings remained stable. The Dutch owner-occupied housing market has reacted to the crisis considerably, especially in terms of the sales of newly built dwellings. The English and Irish owner-occupied housing markets have overall, in terms of house prices and sales of dwellings, suffered most.
The impact of the crisis (b) policy responses: (1) finance system measures
In all the countries included in the study, governments intervened significantly in the financial market in order to restore confidence in the banking system and prevent the collapse of financial institutions. Of course, these measures also have an indirect effect on the housing market, in the form of financing for housing construction and the provision of mortgage loans. The first and foremost actions that the governments in the five countries took were measures to avoid a collapse of the financial sector. There are three types of measures that were taken by governments. First of all there are the direct capital injections to strengthen the liquidity of a bank so it can do normal business. The capital injections are usually a loan but sometimes a credit line in return for a share in the bank. Secondly the state can give guarantees for bank loans in order to limit risk and increase inter-bank and overall bank lending. Thirdly, the state can buy up toxic assets at a discount on the nominal value of which the actual value is unclear. The state will then eventually try and resell these assets in a later phase. In terms of measures focusing directly on the housing market, the most noticeable aspect is that the German government has so far taken no direct measures with regard to the housing market, although incentives are available to encourage energy-saving renovations in largescale apartment blocks. This is again due to the large numbers of excess homes in large parts of Germany since the start of this century. In Belgium, limited crisis measures have been taken focusing directly on the housing market. These include providing incentives for construction (by means of a temporary reduction in VAT) and particularly ensuring the provision of social rental dwellings. The income limits for housing costs insurance funded by local authorities have also been relaxed.
The United Kingdom and Ireland have seen by far the greatest intervention and it is these countries which have been worst hit by the impact of the economic crisis on the housing market. In Ireland, the measures relate primarily to support for first-time buyers, the removal from the market of unsold new dwellings (through leasing by social landlords) and also to a lesser extent to prevent the eviction of households in payment arrears. The Irish measures for first-time buyers are intended to sustain the system of trading-up and promote home ownership. This reflects the structure of the Irish housing market, which has a small rental sector. The measures to remove unsold new dwellings from the market are part of an attempt by the Irish government to lessen the impact of speculative house building. The support offered to households facing problems with payment appears to be limited to the signing of a code of conduct with the Irish Federation of Banks. In the UK, a significant proportion of the measures taken by government were intended to support households unable to meet their payment commitments as a result of the crisis. The British government hoped that these measures would prevent evictions and inhibit further downward pressure on house prices. The British government took measures to remove unsold new dwellings from the market. It also provided incentives for the sale of existing affordable dwellings and the construction of new homes in the same category. These new homes include both private and rental properties and a new hybrid form of purchase/rental known as shared equity. The measures taken in the Netherlands are less comprehensive than those in the UK but comparable in terms of substance. As in the UK, they aim to support households facing payment problems, ensure the continuation of new construction projects jeopardised by the crisis and enable housing associations to buy up new dwellings that remain unsold.
Explanations for variations in impacts (a) the economics of housing market volatility
We have shown that the crisis had varying impacts on house prices and sales. One explanation may be found in the proposition that these short-term differences were linked to underlying variations in the long-term volatility of housing markets. The key question then becomes: Why does house price and supply volatility vary markedly from one country to another? Basic economics suggests that fluctuations in owner-occupier house prices and supply are essentially determined by housing demand and supply. Housing demand has been shown in many empirically verified models to be a function mainly of disposable household income, the cost and availability of mortgage finance, expectations about future price rises and levels of employment and consumer confidence. Some studies also point explicitly to the relative costs of owning and renting (Hilbers et al. 2008 ). All of these items are linked to a greater or lesser extent to changes in the macro economy and the policies that governments use to influence inflation, growth and employment. These macroeconomic factors combine with demographic factors to determine the number of households seeking housing and their financial ability to purchase it. International variations in macroeconomic and demographic factors thus offer one set of potential explanations for differences in the stability of housing markets (Tsatsaronis and Zhu 2004; Hilbers et al. 2008; André 2010) . Alongside the macroeconomic factors one could identify the importance of mortgage markets and seek explanations that depend mainly on the structure and operation of these markets. Institutional arrangements that influence the supply of mortgage credit and the terms on which this is available to households vary considerably from country to country (Renaud and Kim 2007) . Thus the size of deposits and interest rates, and the variability in each of these, offer another set of potential explanations within the broader context of the institutional arrangements relating to mortgage markets. There may also be important links between inflation, mortgage markets and real house prices (Tsatsaronis and Zhu 2004) .
Supply-side explanations for price fluctuations typically concentrate on factors that may contribute to inelasticity. In that vein, demand increases will arguably result in steeper price rises in countries where there are the most severe constraints on increases in supply, while differences in the responsiveness of housing supply to changes in demand are arguably a principal course of variations in house price fluctuations (White and Allmendinger 2003; Meen 2008; Hilbers et al. 2008) . These constraints can be apparent in land, labour and capital markets or more generally take the form of production capacity limitations. Many studies emphasise land supply constraints resulting from restrictive planning systems that constrain the ability of residential developers to expand output when housing demand rises (Barker 2004) .
Despite the supply-side studies that emphasise inelasticity, much of the theorising about housing market stability concentrates on external influences on housing demand. These influences, which may have their origins in macroeconomics and demographics, are not the central concern of this contribution. Instead we seek to put the structure of housing systems at the centre of the discussion. So, given world-wide changes in housing demand fuelled by an international crisis, we probe the varying responses within housing markets and the varying policy responses by governments that are tied to differences in the structures of housing systems. These differences in structures are linked to differences in mortgage markets, planning and development systems and the different ways in which house building industries operate. They are also linked to differences in turnover in the existing stock and the structure of total supply which is a function of sales from the existing stock and new production.
Explanations for variations in impacts (b) housing system approaches
In order to probe the differences in institutional arrangements that are associated with variations in housing market structures it is useful to take an approach that looks at differences in housing systems. Following Bekebrede and Mayer (2006) we define a (housing) system as being composed of organised parts that interact in space and time. Important parts within a housing system are demand, supply and institutions. On the demand side, households with their housing preferences are the key players. On the supply side, agents producing dwellings and housing services, such as building companies, developers, commercial and social landlords, are the key agents. Institutions are the rules, norms and regulations by which a system functions (Keogh and D'Arcy 1999 in Oxley 2004) . Demand, supply and institutions meet on the housing market, where the outcomes of the system are the consequence. Since the housing system is part of a broader societal system the different parts of the housing system are influenced by broader 'external' factors like economic, socio-cultural and demographic developments. And of course housing outcomes have an impact on these broader outcomes. Especially the formal and informal institutional arrangements which have developed over time play an important role in the structure of housing systems and thus in the way 'external' developments influence housing outcomes (Kemeny 1995) . In a comparative perspective this means that because the housing system in different countries is structured in a different way, comparable 'external' developments like an economic crisis may lead to different housing outcomes. These differences in housing outcomes between countries in relation to differences in the structure of housing systems form the point of departure in this contribution.
Dynamic versus static housing systems: the theory
In our analysis of the relation between housing outcomes and the structure of housing systems we make a distinction between dynamic and static housing systems. This distinction is based on work by Ball et al. (1988) and Martens (1990) . In their work they distinguish between unified and fragmented or segmented markets. In unified markets both new and existing dwellings compete for would-be purchasers, and the transactions of the large number of existing dwellings and households influence new housing construction. All parts of the national owner-occupied housing market are linked by common market forces. Fragmented owner-occupied markets are dominated by first-time buyers and consist of a variety of sub-markets, differentiated by region or housing sector. Fragmentation is encouraged by the low rate of mobility of existing homeowners. New housing meets localised demand (Ball et al. 1988: 113-114) . Besides this, Ball et al. (1988) and Martens (1990) distinguish between different 'forms of owner-occupied housing provision'. Forms of housing provision are defined by the relations between those who initiate and control house building and the other institutions and agencies that are part of the development process (Martens 1990: 50) . Forms of owner-occupied housing provision include speculative promotion, speculative house building and self-building or self-commissioned house building where individuals build for their own use. Thus the development process is initiated and controlled by future owner-occupiers, using land which they acquire themselves (Ball et al. 1988) . Although Martens (1990) and Ball et al. (1988) do not point to a direct relation between different markets and different forms of housing provision, selfbuilding or self-commissioned house building is more likely in fragmented markets with low household mobility and speculative promotion or speculative building in unified markets with high household mobility. So in our distinction between dynamic and static housing systems we combine 'housing market structures' with 'forms of housing provision' and focus on the role of household mobility. We could alternatively speak of low turnover versus high turnover systems when we refer to static and dynamic housing systems. In the following subsections we elaborate more on our views of dynamic and static housing systems and we state our expectations with regard to the crisis-sensitivity of these systems.
Dynamic housing systems
Dynamic housing systems are based on a process of gradually moving up and down the property chain and consist of a market for new construction in which owner-occupied housing is primarily built by commercial market players who develop properties at their own risk. They offer newly built dwellings on the free market via estate agents or their own sales channels. In economic booms, the construction of new dwellings is often targeted at the upper end of the market (Ball et al. 1988) . Via relatively long housing chains, the construction of a new dwelling at the upper end of the owner-occupied housing market ultimately results in a property becoming available for a first-time buyer at the lower end of the market. As their housing preferences change, many homeowners opt to move house rather than extend or renovate their existing property. These changing preferences may be the result of changes in the composition of the household or in income. As a consequence, these types of markets tend to have high levels of mobility and a large number of transactions of existing owner-occupied dwellings.
New residential development and construction by market parties in dynamic housing systems may involve varying degrees of speculation or risk. One way of reducing risk is to sell newly built dwellings at the initial planning stage; the start of construction is delayed until a specific percentage of dwellings have been sold. Speculative building involves a much greater level of risk as owner-occupied dwellings are sold either during or after construction (Golland and Blake 2004) . If the demand for owner-occupied dwellings drops, developers can be left with unsold properties on their hands.
It is likely that a dynamic system, based on a high level of mobility, will be highly vulnerable to economic trends because it relies on households who already own a good dwelling trading up to a larger, more expensive property. In times of economic prosperity, the demand for dwellings increases and prices rise. In this situation, homeowners will be more likely to move up the housing ladder and purchase a more expensive dwelling. In this process, an increase in the price of owner-occupied dwellings further stimulates the demand for such properties (Stein 1995) . This is because investing in a dwelling in a rising market not only offers the benefits of the dwelling itself, but it also offers the prospect of a high return on the investment. In general, in dynamic housing systems dwellings are an asset or investment. As a result, rising house prices may also attract investment in private rented housing (buy-to-let).
When house prices rise, existing homeowners find it relatively easy to climb the housing ladder into a better property, because they can take along the increased equity from their existing dwelling (Stein 1995) . However, it becomes increasingly difficult for first-time buyers to enter the owner-occupied market and this process of trading up can ultimately stagnate because of falling demand at the lower end of the market. This can lead to a temporary reduction in the number of transactions in the market for existing owneroccupied properties, a decrease in housing production and a downward price correction.
In a period of economic recession, there is diminished confidence that incomes and house prices will rise. For this reason, many homeowners delay moving house, deterred by the prospect of investing in a more expensive dwelling that may fall in value. As a result, fewer dwellings are sold and mobility decreases. This can lead to a downward price correction, although many sellers are willing to accept longer selling times instead of lowering the list price (Engelhardt 2003) . When the confidence of consumers in the housing market is low and more households face problems in meeting payments, eventually house prices will fall. If this situation is combined with few spatial planning restrictions on residential construction and with speculative building, a fall in demand can trigger a stronger price response. This is because many project developers have started building houses in the previous prosperous era and now, as demand suddenly falls, are left with large numbers of unsold dwellings, which creates an excess of supply and subsequently puts an additional downward pressure on house prices.
Static housing systems
In static housing systems, private individuals who commission the construction of new residential properties play a major role. These are often detached properties built on a plot owned or acquired by the individual. This individual buys a plot and, usually in consultation with an architect, arranges the required planning permission and coordinates the design, the issuing of tenders to contractors and, ultimately, the construction (see for example Ball et al. 1988; Dol et al. 2010b) . In this kind of housing market, changing housing preferences are less likely to result in people moving house but rather in modifying their existing home. Consumers in static housing systems generally buy only one or at most two dwellings in their entire housing career. As a consequence, the system is typified by low levels of mobility and short housing chains. This therefore means that the number of transactions in the market for existing owner-occupied dwellings is relatively limited. In markets where self-provided housing plays an important role, the influence of economic trends on the housing market is likely to be less significant (Barlow and Duncan 1994: 148) . The construction of new properties focuses less on the upper end of the market and is more driven by actual housing needs.
In view of this limited mobility, changes in the prices of existing owner-occupied dwellings play a less significant role in a static system. In this kind of market, dwellings are not regarded so much as an investment whose value will hopefully increase, but rather as consumer goods (see also Duncan and Rowe 1993) . Of course, in a static system, an economic recession will also lead to a reduction in the number of transactions in the existing stock and a decrease in the production of new dwellings, but its effects are relatively limited. Indeed, for households with secure employment, an economic recession can even prove attractive because it generally provokes a drop in the prices of building materials, making the cost of construction relatively low (see Duncan and Rowe 1993) . In general terms, trends in the costs of construction and land have a greater relation with house prices in a static system than they do in a dynamic system. This is because the process of trading up in a dynamic system means that the number of transactions involving existing dwellings is many times greater than the number of new dwellings, and the price of existing owner-occupied dwellings therefore determines the price of new properties (Boelhouwer et al. 2006 ).
9 Dynamic versus static housing systems: the application to several countries
The countries classified by type of housing system
As we argued, the number of transactions on the market for existing owner-occupied dwellings is an important feature distinguishing between dynamic and static housing systems. For this reason, Table 4 shows the number of transactions involving existing (owner-occupied) dwellings per 1,000 owner-occupiers in the selected countries. The table shows a clear distinction, at least until 2007, between the number of transactions per 1,000 owner-occupiers in the United Kingdom, Ireland and the Netherlands on the one hand and Germany and Belgium on the other. The effect of the economic crisis in 2008 on the number of transactions is also much more evident in these first three countries than it is in Belgium and Germany.
A second feature distinguishing between static and dynamic housing systems is the level of self-provided housing. Table 5 shows that self-provision plays an important role in Germany and Belgium and that only in Germany has the level of self-provided housing increased since 1990. This high level of self-provision in Germany is partly a consequence of the fact that dwellings are commissioned by private individuals for renting out. A comparison between Tables 3 and 4 shows that with regard to the 'ranking' of countries the number of transactions mirrors the percentage of self-provided housing. Countries like Belgium and Germany with a static housing system have the least transactions per 1,000 owner-occupiers and at the same time the highest level of self-provided housing. In the UK, the Netherlands and Ireland we see a high level of transactions and a lower degree of self-provision. The two countries with a static housing system differ from each other in so far as Belgian households tend to invest in their own home at an earlier age. Indeed, De Decker (2008) highlights a long-standing practice involving the private commissioning of construction whereby families often own plots of land which are passed on to children when they reach adulthood and much of the construction is done independently. This practice has been partly facilitated by the traditional laissez-faire attitude adopted by Belgian spatial planning policy. However, since the start of this millennium, there has been some tightening in Belgian spatial planning policy. Practice in Germany differs from that in Belgium because people tend to enter the owner-occupied housing market at a later age. The fact that households in Germany delay the move to their own home until a later age is partly a consequence of the way in which ownership is financed. This also encourages the construction of relatively large and high-quality dwellings. Up to the age of 35, people tend to make use of the extensive and affordable rental housing market (Tegeder and Helbrecht 2007) . Most German households do not buy a dwelling more than twice in a lifetime.
The Dutch, British and Irish housing systems are dynamic in character. In Ireland, the development of a high turnover market based on a process of trading up is a recent trend triggered in part by the strong economic growth experienced in this country in recent decades. This strong economic growth led to a very high level of housing production which facilitated movements to newly built dwellings and within the housing stock. Due to rapid house price increases (new) dwellings became popular as an investment. So from the mid1990s the buy-to-let sector grew fast in Ireland, as was the case in England (Dol et al. 2010a) .
3 Important differences between the Netherlands, Britain and Ireland are related to the extent to which there is speculative construction and the spatial planning possibilities for realising residential properties. In the Netherlands, risks are limited by selling new dwellings at the initial planning stage. In such cases, the start of construction is delayed until a specific percentage of dwellings have been sold (usually around 70%). This percentage of pre-sales is an integral part of the construction process required by funding bodies and for construction guarantees. 4 In the UK and Ireland, there is more speculative construction and new owner-occupied homes are generally sold during or after construction (see Barker 2004; Murphy 1995) . This entails a much greater level of risk for market players. If the demand for owner-occupied dwellings drops, developers can be left with unsold properties on their hands. Where speculative building is combined with a generous spatial planning policy, like in Ireland, the risk of unsold newly built dwellings will be even bigger. A restrictive planning policy, like in the Netherlands and England, diminishes this risk. On the other hand a restrictive planning policy inhibits supply when demand is high, resulting in strong price increases (Barker 2008; Ball 2004; Vermeulen and Rouwendaal 2007) .
The difference between dynamic and static systems outlined above is of course based on generalisations and does not apply in every case. Private individuals also commission the construction of their own homes in the Netherlands, the UK and Ireland. Equally, there are also developers in Belgium and Germany who market new-build properties at their own risk. For example, in urban areas in Belgium project developers have increasingly been building owner-occupied apartment complexes. There is also of course a market for existing homes in Germany and in Belgium, since not everyone builds or commissions their own home. In addition, housing markets also undergo development. For example, the process of trading-up rapidly increased during the 1970s and 1980s in the Netherlands' housing market. This trend started only recently in Ireland and, as indicated above, the role of project developers is also starting to make its mark in Belgium, primarily in the construction of apartments.
10 Dynamic versus static housing systems: stabilising factors
Owner-occupied housing sector
The operation of mortgage finance systems and the nature of government influence on these systems provides varying degrees of built-in automatic stabilisation. Table 6 includes an overview of types of financing for home ownership and government policies applied in the five countries studied.
In the UK and Ireland, two of the countries with dynamic systems, there are hardly any stabilising factors in the housing market. If available at all, mortgage interest tax relief is only limited and variable interest rates are often applied, which means that changes in interest rates have a direct impact on households' housing expenditure. In addition, there are relatively high LTVs (80-100%) and LTIs, which means that households who have recently purchased a home in particular can face immediate affordability problems through an increase of interest rates. During an economic recession, when households face a drop in income or have low expectations with regard to potential improvements in income, the process of trading up tends to stagnate. Moreover, the price of owner-occupied housing is increasingly determined by relatively low proceedings from repossessions of home owners who are no longer able to meet their mortgage payment commitments as a result of an interest rate increase or a drop in income. In Ireland, this impact might be felt more intensely than in the UK as there is no additional crisis measure that covers high housing Dol et al. (2010a) a
In countries with a comprehensive mortgage guarantee, such as the Netherlands, 100% and higher is possible. In Germany, where capital is sourced from the Pfandbriefmarkt, 60% is customary but can be supplemented with 'secure' Bauspar loans. In other countries, more than 75-80% is possible, but banks report that they then apply a significant interest rate supplement of 0.2-0.4%. As this approaches 100% it can accumulate rapidly (ECB 2009) H. van der Heijden et al.
costs. In addition, because much of the residential construction both in the UK and Ireland is speculative in nature, an economic downturn can lead to new residential properties becoming unsaleable and remaining vacant. In Ireland, where there are relatively loose spatial planning restrictions on the construction of new residential properties, this impact could be felt more keenly than in the UK where spatial planning policy is more restrictive. In the Netherlands, the third country with a dynamic system, there are more stabilising factors to support the owner-occupied housing market. Mortgage interest tax relief and the often extended periods of fixed interest rates create a buffer that protects against fluctuations in interest rates or in owner-occupiers' ability to keep up payments. On the other hand, the LTVs for first-time buyers on the housing market are very high and the level of outright ownership is low. Despite the existence of both the national mortgage guarantee, which covers the risks of funding bodies, and (limited) housing costs insurance, the high LTVs and LTIs still present a risk, primarily for recent buyers who face a drop in income. This is especially the case if this coincides with a drop in house price. The risk of unsaleable, vacant new residential properties is limited in the Netherlands because of the process of pre-selling generally applied. Construction of new residential properties is delayed until around 70% of dwellings have been sold.
In Belgium and Germany, which have a static housing system, the way in which home ownership is financed represents a significant stabilising factor in the owner-occupied housing market. In these cases, the maximum LTVs are lower than in the other three countries and long periods at fixed interest rates are more common. Facilities are also available for households unable to meet their housing expenditure as a result of a drop in income, either in the form of an individual subsidy (Wohngeld in Germany) or as housing cost insurance funded by local government (Flanders).
Rental sector
The rental sector can also affect the stability of the housing market. Trends in the market value of residential properties and changes in the ability of households to make payments have an indirect effect on large parts of the rental property market in most countries.
5
There is however, no direct relationship between the house prices and rents. The ability to meet payment commitments depends on the relationship between the rent and income. Because rents (for existing contracts) are regulated in many countries (at least in the social rental sector) and/or there are subject subsidies or income-related rents available, the influence of the economy on tenants' ability to meet their payment commitments is relatively limited (see Table 7 ).
Because the rental sector is less vulnerable to economic trends than the owner-occupied sector, the stability of the total housing market depends on the size of the rental sector. If it is large, this means that any economic effects on the owner-occupied housing market affect only a limited number of households. In this respect, the rental sector in Germany and the Netherlands is a much more significant stabilising factor on the housing market than it is in Ireland, Belgium and the UK. A comparative OECD study (André 2010: 33) suggests that the existence of well-functioning rental markets can help to reduce the volatility of house prices: ''When house prices rise relative to rents, an increasing share of households should opt for renting, thereby reducing pressures on prices''.
Finally, as a result of anti-cyclical housing production, the rental sector can play a more direct role in mitigating the effects of a recession. This may involve the construction of rental properties or the buying up of unsaleable new-build homes. In four of the five countries studied the social rental sector can only play this role when supported by government subsidies. It is only in the Netherlands that the social rental sector can fulfil such a role without additional government support.
So in two of the three countries with a dynamic housing system, England and Ireland, there are few stabilising factors through government policy or via the financing industry. Moreover, new dwellings are built speculatively and in Ireland this is combined with relatively light planning restrictions. In the Dutch housing market there are more stabilising factors, among which is a large and financially independent social rented sector. Some of these factors (mortgage guarantee and housing costs support) may be seen as a compensation for full mortgage interest tax relief, which results in high LTVs and a low percentage of outright ownership. In Germany and Belgium, countries with a static housing system, the main stabilising factor in the housing market is the way in which home ownership is financed. In Germany the large rental sector is an additional stabilising factor in the housing system.
Conclusions
We have examined the housing market impacts and the housing policy impacts of the international financial crisis in several European countries. We have argued that both sets of impacts have differed markedly between countries. The differences between countries can, it has been shown, be explained in terms of differences in housing systems. We have distinguished between dynamic and static systems.
In a dynamic system additions to the stock come mainly from speculative house building and there is a high rate of turnover in the existing stock. This results in a large volume of transactions in the owner-occupied stock relative to the number of homeowners. The high level of household mobility that characterises this system is essential to the functioning of the market and the demand for new dwellings. With rising demand and rising prices home ownership has a high level of attraction as an asset and trading-up is common. The system depends strongly on fresh waves of first-time buyers entering the market. When these first-time buyers find purchasing more difficult, downward trends in prices and transactions follow speedily.
In static systems there is more self-build and less speculative development and lower levels of household mobility. Changes in demand are more reflected in adaptations to existing dwellings and less in moves to new dwellings. House prices are more linked to supply-side factors such as building and land costs than in the dynamic model. Transitions are lower and house price inflation is less driven by rising demand and speculative purchases.
In our comparison, the Netherlands, Ireland and the UK can be typified as having dynamic systems and Belgium and Germany as more static systems. However, rather than a crude division of the countries according to two categories it is better to see the first three countries at one end of a dynamic/static spectrum and the remaining two at the other end. In the more dynamic countries the impact of the crisis on house prices, production and transactions was more marked than in the countries with more static systems. The policy responses by governments accordingly differed between the countries. We have made a distinction between policy responses that have focused on financial institutions and those that have focused on housing demand and output. Our main concern has been to emphasise the variations in the housing-specific responses. Whilst there were few housing (as opposed to financial market) measures in Belgium and Germany there were significant sets of housing policy responses in the other three countries. These measures were aimed at reducing the risk of mortgage default, boosting the demand for housing and assisting the construction industry. We have further shown that the differences between the countries are linked to the (built-in) stabilising factors in each country. These stabilisers relate to the operation of mortgage markets, government support for mortgage markets, the size of the home ownership sector relative to the rented sector and the support provided for tenants.
The extent to which the housing market has been affected by the crisis appears to be in line with our assumptions about the sensitivity of the different housing systems: dynamic markets are more sensitive than static markets. The effects of the crisis on the owneroccupied market are strongest in Ireland, followed by England. In these countries the fall in house prices and transactions of existing and new dwellings was largest. These countries have limited stabilising factors through government policy or via the financing industry. Moreover, new dwellings are built speculatively and in Ireland this is combined with relatively light planning restrictions. With regard to the other three countries it seems that the Dutch market for new dwellings has been hardest hit, while in Germany the prices of existing dwellings show a relatively strong decline. This house price decline in Germany is partly a result of the housing surpluses that existed before the crisis in many parts of the country. The fact that the Dutch housing market has been less hit than the English and Irish may be attributed to the many stabilising factors in the Dutch housing market. The Belgian (Flanders) housing market, a clear example of a static owner-occupied market, seems to experience the least trouble from the economic crisis.
However, the extent to which the general economies of the five nations have been affected by the crisis seems to follow the same pattern. Countries that have been severely affected are also confronted with the largest problems on the housing market. It is not always possible to establish to what extent developments on the housing market are influenced by structures of the housing system and the stabilising factors. The question remains whether the large problems on the Irish and English housing markets are a result of the structure of the housing system or whether these are a result of the stronger impact of the economic crisis in general. Possibly there is a relation between the general economic structure and the housing market structure which would result in a process where a nation that is highly sensitive to the general economic climate also has a housing system structure that is sensitive to the economic climate.
Making a distinction between static and dynamic housing systems provides a new and fruitful way to classify housing systems and explain why the international financial crisis had different impacts in different countries. This perspective is most usefully viewed as complementary, rather than as an alternative, to the sets of explanations that arise from economic theories that seek to understand differences in housing market volatility as a consequence of varying determinants and varying levels of housing demand and supplyside inelasticity.
